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Good morning Chairman Rockefeller, Ranking Member Hutchison, and members of the committee.  

Thank you for the opportunity to discuss the benefits and answer any questions related to the planned 

merger of equals between Continental Airlines and United Airlines that we announced on May 3.  As we 

said at the time, this transaction will enable us to provide enhanced long-term career prospects for our 

more than 87,000 employees and superior service to our customers, especially those in small 

communities throughout the United States.  Our combined company will be well-positioned to succeed in 

an increasingly competitive global and domestic aviation industry – better positioned than either airline 

would be standing alone or as alliance partners. 

This merger will provide consumers access to 350 destinations in 59 countries around the world. We will 

offer a comprehensive network in the United States, and we will have strategically located international 

gateways to Asia, Europe, Latin America, the Middle East and Canada from well-placed domestic hubs 

throughout the country. We will have 10 hubs, eight in the continental U.S. (Chicago, Cleveland, Denver, 

Houston, Los Angeles, New York/Newark, San Francisco and Washington Dulles) and two others in 

Guam and in Tokyo.  We will continue to provide service to all of the communities that our companies 

serve today.  

This merger comes at a critical juncture for the U.S. aviation industry, which has confronted extremely 

difficult business challenges for the last decade. During this time, our industry has lost over 150,000 jobs, 

and there have been nearly 40 bankruptcies since 2001.  U.S. airlines have lost a total of $60 billion since 

2001.  

While the economy and our industry are beginning to slowly recover from the worldwide recession, we 

continue to be subject to the volatility of fuel prices and an intensely competitive environment in all of our 

markets.  
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As individual companies, we have taken significant steps to respond to these challenges.  United went 

through a bankruptcy restructuring and both airlines have become more efficient and reduced our cost 

structures. But to survive, we have also been forced to reduce the number of aircraft we fly, the number of 

destinations we serve and the number of people we employ.  

At the same time, we have made significant operational improvements. United now ranks as the leading 

U.S. global airline in on-time performance as measured by the Department of Transportation, and 

Continental is regularly recognized in independent surveys for the high quality of its customer service. 

Through our joint venture and alliance relationships, we have provided enhanced benefits to our 

customers and achieved substantial synergies.  

While we are proud of these recent improvements at our companies, we believe it is clearly in the best 

interests of our customers, employees, shareholders and the communities we serve to bring our two 

airlines together in a merger. This merger will provide a platform to build a more financially stable airline 

that can invest in our product and our people to succeed in a highly competitive environment and be 

better able to withstand future economic downturns and challenges. The fact is that sustained profitability 

is the only way to improve service and reward employees over the long term.  

The Merger Will Benefit Customers 

By bringing together two of the most complementary route networks of any U.S. carriers, the merger of 

Continental and United will give travelers expanded access to an unparalleled global network. It combines 

United’s Midwest, West Coast and Pacific routes with Continental’s service in New York/New Jersey, the 

East Coast, the South, Latin America and across the Atlantic.  

Customers will have access to 116 new domestic destinations; 40 will be new to United customers, and 

76 will be new to Continental customers. The merger will create more than 1,000 new domestic 

connecting city pairs served by the combined carrier, providing additional convenience to customers. 

Our fully optimized fleets and routes will provide greater flexibility, options, connectivity and convenience 

for customers. This improved connectivity and direct service options, as well as improved service, are 

expected to enable the combined airline to generate $800-$900 million in annual revenue synergies – and 

these synergies are not dependent on fare increases.  

Importantly, the combined airline will be better able to enhance the travel experience for our customers 

through investments in technology, the acquisition of new planes and the implementation of the best 

practices of both airlines. The new airline will be more cost effective; we expect to realize cost-savings 

synergies of $200-$300 million per year, mostly through reductions in overhead such as rationalizing our 
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two information technology platforms, combining facilities and corporate functions such as finance, 

marketing, sales and advertising. 

We will have one of the youngest and most fuel-efficient fleets among the major U.S. network carriers, as 

well as the flexibility to manage our fleet more effectively.  With one of the best new aircraft order books in 

the industry, we will also be able to retire older, less efficient aircraft.  This will result not only in greater 

efficiency but less environmental impact from our fleet. 

Once the merger is complete, customers will also participate in the industry’s leading frequent flyer 

program, which will give millions of members more opportunities to earn and redeem miles than ever 

before. Through Star Alliance, the leading global alliance network, our customers will also continue to 

benefit from service to more than 1,000 destinations worldwide.  

The Merger Provides Job Stability for Employees 

The past decade has been a tumultuous time for our employees. They have faced ongoing uncertainty as 

the industry has been forced to shed tens of thousands of jobs. In fact, in January 2009, the full time 

equivalent employees for the U.S. airline industry numbered 390,700 – that figure is 151,000 – or more 

than 25 percent – less than the all time high airline employment figure of 542,300.  Employees have been 

forced to weather the volatility of oil prices and the challenges of terrorist attacks, increased security, a 

massive recession and unforeseen events such as SARS, H1N1 and volcanic ash. Through all of this, 

they have continued to perform at their best, providing our customers with clean, safe and reliable air 

travel.  

We’re proud of the work that our employees do every day. The merger will offer our employees improved 

long-term career opportunities and enhanced job stability by being part of a larger, financially stronger 

and more geographically diverse carrier that is better able to compete successfully in the global 

marketplace and withstand the volatility of our industry. 

We will continue to serve all of the communities that we serve today and we expect that any necessary 

reductions in front line employees will come from retirements, normal attrition and voluntary programs. 

Our plan is to integrate our workforces in a fair and equitable way. Our focus will be on creating 

cooperative labor relations, including negotiating contracts with our collective bargaining units that are fair 

to the company and fair to our employees. United has two members of its collective bargaining units on 

its Board of Directors, and the seats allocated to the collective bargaining units will continue to be part of 

the Board of the combined company.   

The merged company’s headquarters will be in Chicago. In Houston, we will continue to have a significant 

presence and will remain one of Houston’s largest private employers. Houston will be our largest hub and 
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will continue be a premier gateway to Latin America for more travelers than ever before. Some corporate 

positions will remain in Houston and our CEO will have an office there as well as in Chicago. Over time, 

as our business grows as a result of the merger, we expect to see a net gain in jobs in Houston. 

 We expect to adopt the best aspects of each company’s culture and practices.  People at both 

companies have come to know, admire and learn from their counterparts in many functions due to our 

joint venture and Star Alliance relationships, and we are confident that we can integrate our organizations 

fairly, effectively, and efficiently. 

Service to Small Communities Will Be Enhanced 

As network carriers, we have a long history of serving small- and medium-sized communities. United is 

proud to fly passengers from places like Portland, Maine to Honolulu or Charleston, South Carolina to 

Chicago, while Continental’s service to and from Houston has been instrumental to the growth of the 20 

Texas communities served.    

Air travel opens up the world and provides business and leisure opportunities to all Americans, no matter 

where they live. Airlines are often the lifeblood of small communities, not only because of the economic 

benefits they provide, but due to their civic and charitable contributions and the volunteer activities of their 

employees. Both of our companies are committed community partners with robust corporate contributions 

and responsibility programs and we strongly support our employees’ volunteer activities.  

The turmoil in our industry has been devastating to many small- and medium-sized communities. Since 

2000, more than 100 small communities have lost all network carrier service. Approximately 50 more 

have seen their service levels cut, losing at least half of their seats.  

Low cost carriers have not filled this void because service to these communities is typically inconsistent 

with their business model. They are more-often dependent on point-to-point, high-density routes and 

often have one-size aircraft, which makes it difficult for them to serve these small communities. As a 

result, approximately 200 of these small communities and metropolitan areas, many of which have fewer 

than 500 passengers traveling to or from their airports daily, are served only by network carriers.   

When we announced our merger, we committed to continuing to provide service to all of the communities 

our airlines currently serve, including 148 small communities and metropolitan areas (CHART ONE).  This 

service enables residents of small communities to connect through our eight mainland domestic hubs and 

travel on to hundreds of destinations on thousands of routes worldwide. The combined airline will offer 

these travelers access to 350 destinations in 59 countries.  
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Following the merger, 93 of the 116 destinations that would be new to either Continental or United 

passengers would be small communities. As a result, a businessperson will be able to fly from Tyler, 

Texas to Sydney, Australia on a single airline.  

The Merger Will Enhance Competition 

The potential impact of this merger must be viewed in light of the fundamental changes that have 

occurred in our industry since 2000. The increased competition from low cost carriers (LCCs) has been 

dramatic as they have experienced tremendous growth over the past decade.  They operate profitably at 

lower unit revenues than traditional network airlines, generally due to significant cost advantages related 

to their less costly point-to-point business model.  Consequently, their presence limits the ability of their 

competitors to increase fares.   
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Industry-wide, LCCs now compete for 80% of all domestic travelers. In fact, Southwest has grown to 

become the largest domestic airline in the U.S., in terms of passengers and will continue in that position 

after our merger (CHART TWO). Over 85% of passengers traveling non-stop on either Continental or 

United have an LCC alternative. LCCs compete on domestic city-pairs accounting for 77% of United and 

Continental’s combined passengers, and 46 of each of Continental and United’s top 50 routes, have LCC 

competition.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

There once was an assumption that LCCs would have difficulty competing at the hubs of network carriers. 

This assumption has long since been disproven. LCCs directly compete at all of our hub airports and 

have very large presences at airports adjacent to our hubs, such as Hobby in Houston, Akron near 

Cleveland, BWI near Washington and Midway in Chicago. LCCs have market shares in our hub cities 

ranging from 28% in Cleveland to 50% in Denver and San Francisco. 
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LCCs are increasingly being used by business travelers and are targeting those travelers by providing 

amenities such as preferred seating and boarding access. They are also providing service from the 

United States to international destinations, including Mexico, the Caribbean, Latin America and Canada.  

In addition to the growth of LCCs, competition from international carriers has increased. Mergers between 

Air France and KLM; Lufthansa, SWISS, bmi, Brussels Airlines and Austrian; British Airways and Iberia; 

and Cathay Pacific and Hong Kong Dragon Airlines have given these preeminent global carriers 

international networks and global reach that overshadow those of U.S. network carriers.  In 2000, the top 

two airlines in terms of worldwide revenue, American Airlines and United, were both U.S.-based. Today, 

the top two are Lufthansa and Air France/KLM (CHART THREE).  In fact, more than half of all 

transatlantic capacity and more than two-thirds of all transpacific capacity is provided by foreign carriers.  

The merged carrier will be able to compete far more effectively with foreign carriers and to maintain 

competitive domestic service to cities large and small in the U.S. 
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Additionally, well-funded newcomers (such as Emirates and Jet Airways) are making inroads into U.S. 

international routes from emerging economies in the Middle East and South Asia. This trend will continue, 

and is a credit to the success of the Open Skies policy as these agreements expose U.S. carriers to more 

competition than ever before. 

Price competition in our industry has also increased due to the ready availability and transparency of fare 

information to consumers through online sites such as Expedia and Orbitz. Consumers have become 

more savvy and sophisticated as they search for the fare that meets their needs. “[R]aising airfares isn’t 

like raising the price of milk…the internet can hunt the cheapest fare worldwide in seconds. If one carrier 

has some empty seats to fill, it will have to cut the price because getting something for that seat is better 

than flying it empty” (Scott McCartney, “As Airlines Cut Back, Who Gets Grounded”, Wall Street Journal, 

6/5/08). Online sites have expanded their business models and now offer targeted services to 

corporations and business travelers. 

In short, the changing dynamics of the airline industry have resulted in robust competition that maintains 

significant downward pressure on fares. As a result, airfare prices have declined by more than 30 percent 

over the last decade on an inflation adjusted basis (CHART FOUR).  
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Especially given this landscape and the relative ease with which LCCs can enter into competition with 

network carriers and other LCCs, this merger will not result in a reduction in competition. There are only 

15 overlapping non-stop domestic routes among the hundreds that we fly (and no overlapping 

international routes).  The combined carrier’s ability to raise prices on any individual overlapping route is 

constrained because each has current non-stop competitors.  Moreover, extensive competitive 

connecting service further constrains pricing. 

On each of these 15 non-stop overlapping routes, after the merger, travelers would be served by at least 

one other carrier, but more often two, three, four or five. All but two of the overlapping routes are served 

by an LCC and six are served by two LCCs (CHART FIVE). 
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The Merger is a Natural Extension of Our Current Relationship 

About two years ago, our companies began an extensive alliance relationship.  We are both members of 

Star Alliance, the leading global alliance network.  Domestically, we have a codeshare arrangement, 

frequent flyer reciprocity and shared lounge access. 

We have antitrust immunity for international coordination including our A++ transatlantic joint venture that 

also includes Air Canada and Lufthansa.  We have an immunity application pending with ANA that 

includes a transpacific joint venture, in connection with the Open Skies agreement initialed and soon to 

be implemented with Japan. 

While these agreements have generated significant synergies and customer benefits, they do not provide 

the cost savings and employee and customer benefits of a merger.  For example, following a merger, we 

can fully optimize our schedules and integrate our fleets.  Our combined mainline fleet of more than 700 

aircraft of a broad range of sizes and mission capabilities will enable the most efficient utilization of seat 

capacity.  We will be able to reassign aircraft across the network to better meet demand on different 

routes, yielding a net increase in annual passengers and improving the business mix of those passengers 

through the appeal of our broad combined network.  

The merger will also enhance our frequent flyer programs.  Currently, it is sometimes difficult to obtain 

reciprocal benefits, elite recognition and awards.  A combined program would offer more benefit to 

customers as they accrue and redeem awards across our combined network on a seamless frequent flyer 

program. 

Our alliance relationship has given each airline the opportunity to know and partially integrate the 

systems, practices and procedures of the other.  As a result, it gives us great confidence that we can 

successfully integrate our two companies once the merger closes. 

Conclusion 

Each of our companies has a long and proud history of independence.  Continental and United are 

among the pioneers in the aviation industry and, in fact, have the same founder, Walter T. Varney.  

Although our companies have been performing better since the economic recovery began, we analyzed 

the competitive environment and reflected on the volatility that has plagued our industry.  As we looked 

ahead, we each strongly believed that our combined future was brighter than our standalone future, that 

this is the right time for a merger, and that we have found the right merger partner.  

As we have talked to our customers, our employees and our shareholders, we have felt a great sense of 

excitement about this merger.  By bringing the best of both organizations together, we believe we can not 
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only create a world-class airline with enduring strengths, but also serve our customers and communities 

better than ever, provide security and stability for our employees and benefit shareholders with a strong 

financial foundation. 

We look forward to continuing to outline the benefits of this merger in Washington, D.C., and throughout 

the country and the rest of the world.  But more importantly, we look forward to our people working 

together to create the world’s leading airline.  

### 


